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U.A.E. KEY ECONOMIC INDICATORS 
U.S. $1.00 = 3.88 dirhams (1977); 3.86 (1978); 3.84 (1979) est. 


i 197 
Income, Production, and Employment 4377 1278 a Senge 2” 
GDP Current Prices 1 413,195 13,900 5:3 15,985 


% Change real terms -4.5 

Per Capita GDP Current Prices $15,307 $15,800 

Crude Petroleum Production 729.5 671.6 4 -8.2 670.90 
(millions of barrels) 

Labor Force (thousands) 375 380 390 

Population (thousands) 862 877 900 


Money and Prices 
Money Supply (Overall Domestic 1 5,062 5,750 6,724. 


Liquidity) 
Interest Rates (Avg. Lending) 107% 10.65% 
(Avg. Time Deposit) Yee 8.00% 
Implicit Non-Oil GDP Deflator 160 180 
1975 = 100 


Balance of Payments and Trade 
Exports 1 


Oil, Gas 
Non-Oil and Re-exports 
Total 
Imports 1 (CIF) 
Trade Balance 1 
Balance 1, Current Account 
Balance 1, Overall 
International Reserves 1 (Dec) 
External Public Debt 1, 2 
UAE Exports 1, 3 (US Data) to US 
US Share (%) 
UAE Imports from US (CIF)1 
US Share (%) 


In millions of U.S. dollars. 


Estimated reported public debt of Dubai, Northern Emirates. Abu 
Dhabi and UAE have no public debt. 


Figures for UAE exports to U.S. taken from U.S. data. Given dif- 
ference between U.S. arrival data and that used by UAE, U.S. share 
is indicative and not a precise calculation. 


Estimate based on preliminary data. 


(Consumer goods account for about 44% of total UAE imports, about $2.4 
billion in 1978 based on preliminary data. Capital goods are 47% of imports, 
or about $2.8 billion. Principal U.S. exports are transportation 
equipment, construction and oil field equipment, food. 1978 data not 

yet available on imports from U.S.) 





SUMMARY 


Despite the occurrence of significant political developments 
both at home and in the region, the UAE's economy continued 
its recovery from the financial and economic shocks it 
received during the banking crisis of 1977. Gross Domestic 
Product reached almost $14 billion in 1978, according to the 
Ministry of Planning, and can be expected to rise still fur- 
ther because of sharply increased oil revenues anticipated 
in 1979. The performance during 1978, however, was not 
spectacular and represented a decline in real terms. This 
cooling down of the economy is not an unhealthy sign after 
the years of run-away boom which created significant distor- 
tions in the economy. 


Efforts continued to complete the many infrastructure and 
industrial projects which the UAE Government and the individ- 
ual emirates began during the height of the oil boom. 

Emphasis shifted to the ordering of equipment needed for the 
projects rather than on the letting of significant engineering 
and construction contracts. This shift can also be seen in 
the important oil sector in Abu Dhabi where a good start has 


been made on most of the major activities in the Ruwais and 
Upper Zakum projects. Although the trend in government 
spending will depend on decisions of the new Government just 
formed, indications before the change of Government were that 
Overall spending would again turn upward. U.S. firms, there- 
fore, should expect a fairly steady stream of opportunities, 
especially for moderate-sized projects. It is unlikely, 
however, that there will be a return to the jumbo-sized 
“opportunities which characterized the oil boom days of the 
mid-1970's unless Abu Dhabi decides to press ahead with a 
greatly expanded industrialization program. 


The UAE, as other oil exporting states, has snown remarkable 
ability to convert its oil revenues into imports. The level 
of total imports in 1978 reached an estimated $5.2 billion 
and should rise still further this year. The country, despite 
its effort to diversify its economy, remains almost totally 
dependent on imports for consumer and industrial goods. Pros- 
pects for sales of U.S. goods are bright in the areas of oil 
field and telecommunications equipment. Growing opportunities 
in the consumer goods area should also not be overlooked. 

The decline in the value of the dollar has spurred interest 

in U.S. food products, especially poultry, canned and frozen 
vegetables, and fruit and fruit juices. U.S. sports equip- 
ment, especially water gear and boats, are believed to be 
very competitive in the UAE market. 





CURRENT ECONOMIC SITUATION AND TRENDS 


While the UAE was not immune to the political events which 
have swept the Middle East, the country's economy has shown 
little evidence of any adverse consequences from these 
developments. The economy, despite efforts at diversification, 
continues to be largely fueled by the petroleum industry. In 
1978, the very large and persistent balance of payments sur- 
plus melted away. Because of the sharply increased oil prices 
announced by OPEC in 1979, the UAE balance on current account 
is likely to swing heavily into surplus again. Although the 
current accounts surplus may reach as much as $4-5 billion in 
1979-1980, in the longer term increased imports of goods and 
services should cut it back. The UAE's high propensity to 
import augurs well for U.S. suppliers of needed supplies and 
services. Since the country has estimated oil reserves of 

40 billion barrels, it should have the capacity to finance a 
high level of imports for many years to come. 


Political Developments and Emirate Parochialism 


The collapse of the Shah's regime earlier this year has had 
profound economic and political implications for the UAE. On 
the economic side, the decline in Iranian oil production con- 
tributed to sharply higher oil prices, swelling the UAE's 
receipts from its own oil exports. The turmoil in Iran also 
affected the significant re-export trade which Dubai has 
traditionally had with Iran. Although the extent and dura- 
tion are not fully known because of incomplete records, 
Iranian goods in storage in Dubai are clearly visible on 

the docks. 


The chief political effect of Iranian events has been to 
heighten awareness of the UAE's own political divisions and 
to hasten efforts of its leaders to solve internal problems. 
Because the country is an eight-year old federation of seven 
independent-minded emirates, the UAE federal government has 
always been weak. Disagreements among the individual emirates 
over such important economic issues as the creation of a 
central bank, immigration and labor laws, as well as over 
other political and defense matters, have sapped the effec- 
tiveness of the national government. National economic 
planning and coordination have also been hampered. In 
addition, individual emirates began to pursue aggressive 
economic policies. One of the unfortunate side-effects of 
such policies has been to make it much more difficult for 
firms located in one emirate, including foreign firms, to 
do business in another. 





Shaikh Rashid has just announced the composition of the new 
cabinet which has before it a large number of important tasks. 
Early attention will have to be given to the 1979 federal 
budget, which had been held in abeyance, and to the handling 
of the emirates’ oil revenues. Although the lack of a govern- 
ment during the last two months slowed up federal government 
payments, most major projects continued to move ahead largely 
because they are financed by individual emirates and their 
entities, such as the Abu Dhabi National Oil Company. 


Developments in the Oil Sector 


Petroleum continues to dominate the economy of the UAE, 
accounting for almost all of its export earnings and pro- 
viding significant opportunities for productive investment. 
UAE oil production remained on a plateau of about 1.8 mil- 
lion b/d largely because Abu Dhabi continued its production 
limitation of 1.45 million b/d. Dubai, the other substantial 
oil producer, maintained full production of about 366 
thousand b/d. Sharjah's small production varied, averaging 
about 15,000 b/d. The other Emirates are not producers, but 
new exploration agreements between foreign oil companies and 
Ras al Khaimah and Sharjah were signed in the last few 
months. 


The value of UAE oil exports in 1978 declined by 4.6 percent 
to about $8.7 billion largely because of Abu Dhabi's conser- 
vation policy. The outlook is for rising value of exports 

in 1979 and beyond, because of sharply increased prices 
following the reduction of Iranian exports. The value of oil 
exports in 1979 will likely increase by at least 20 percent 
over the 1978 level. 


Of particular interest to U.S. business has been the develop- 
ment of the Abu Dhabi oil industry including the Ruwais gas 
gathering and refinery complex and the exploitation of the 
Upper Zakum off-shore oil structure. In the past year, the 
Abu Dhabi National Oil Company, and the subsidiaries it 
formed, have let the majority of contracts associated with 
the larger development projects. Major contractors have been 
named, or will soon be named, for the following projects 
associated with the Ruwais and Upper Zakum developments: 
Management of Ruwais port; design for Ruwais town; construc- 
tion of LPG port, storage tanks, and loading facilities; 
design of oil platforms for Upper Zakum; supply of some of 
the boats needed for off-shore work; and transport of heavy 
cargoes for development projects. Construction has already 





begun on the Ruwais oil refinery with completion expected in 
1980. Plans for the petrochemical complex, ammonia plant, 

and iron reduction facility have been delayed. The Government 
of India reportedly will submit new proposals for the ammonia 
and iron reduction projects. 


Since the Abu Dhabi National Oil Company has let the majority 
of contracts for the Ruwais and Upper Zakum projects, interest 
is now turned toward supplying equipment and support services 
to the projects. U.S. suppliers of most types of oil field 
equipment, drilling supplies, as well as companies with 
skilled manpower or technical expertise, should find an 
expanding market in Abu Dhabi. 


Non-Oil Projects and Construction 


During the oil boom, the local construction industry became 
one of the engines of economic advance. In the non-oil 
sector, emphasis was placed on large infrastructure/industrial 
projects such as Dubai's Jebel Ali complex and smaller-scale 
civil construction throughout the country. The Jebel Ali 
complex, which includes a 74-berth port, power plant, 
aluminum smelter, and LPG facility, is largely under con- 
struction, as is a massive drydock in Dubai. Attention has 
turned to financing work in progress. In view of Dubai's 
high level of external indebtedness, it will not likely be 
able to initiate significant new projects in the near future. 


Considerable overbuilding of office structures and housing is 
evident in Abu Dhabi, Dubai, and Sharjah. Large blocks of 
half-finished or empty buildings can be seen in these three 
emirates. Some progress in finishing up buildings is apparent 
in Abu Dhabi, but the search for suitable tenants should 
remain a problem for some time. 


Although this sector is likely to remain depressed for a 
while longer, considerable new construction is still going 
forward. The emirate of Abu Dhabi is to expand its road 
system. New schools and low-cost housing are being built at 
government expense. Although important to the country's 
economic and social development, such projects are not of 
prime interest to U.S. companies because they have generally 
not been competitive on smaller civil works in the U.A.E. 


Banking Sector 


The important banking sector, which felt most strongly the 
effects of the 1977 crisis, is slowly regaining confidence. 
Two banks closed during the crisis have reopened under new 





Managements. One of the few remaining problems left over from 
the construction boom is the impact of overbuilding on the 
loan portfolios of certain local banks. These doubtful loans 
have hurt the financial reputation of a few banks and placed 
their owners in some difficulty. In response to concerns 
expressed by local businessmen, UAE President Shaikh Zayid 
ordered the creation of a special real estate bank with capi- 
tal of $260 million. The new bank would take up many 
existing construction and real estate loans through a refi- 
nancing facility. It would be sole lender to the sector in 
future years. Although popular with local businessmen, the 
real estate bank has not yet begun to function because the 
absence of a government has held up funding. 


A second important development in the banking sector has been 
the slow progress toward creating a central bank. At present, 
individual emirates control their own revenues and are not 
obliged to deposit their foreign exchange earnings at the 
Currency Board, the present monetary authority. As a result, 
the foreign exchange holdings of the Currency Board have 
declined to a low level although it reportedly has a special 
arrangement to call on Abu Dhabi Emirate funds, if necessary. 
Since the ability to manage the national currency and foreign 
exchange reserves is significant for the banking sector as 
well as the economy as a whole, the new government's decision 
on the powers and stature of the central bank will be among 
the most important it will make in the coming year. 


Outlook for Balance of Payments, Foreign Trade, External Debt 


Although the UAE is usually considered one of the "low 
absorbing" oil exporting states, in the last year or so it 
has shown considerable ability to spend its oil revenues. 
Viewed as a whole, the UAE's basic balance surplus has fallen 
considerably, to about $1.3 billion in 1978. This view, 
however, needs to be adjusted slightly because the condition 
of individual emirates differs sharply. Abu Dhabi continues 
to add to reserves, although at a much slower rate. The 
accumulated current accounts surplus, largely held by Abu 
Dhabi, is now estimated at $9-10 billion. Due to higher oil 
prices, Abu Dhabi will likely add to reserves at a much faster 
rate in 1979 and 1980. Dubai and the northern emirates, 
however, remain heavily in debt. Total external indebtedness, 
both private and public, may be as much as $4 billion. Well 
over half of this amount has been taken on by the Emirate of 
Dubai and by private groups in that emirate. Several inter- 
national banks have been asked recently by Dubai to put 
together new Euro-currency credits. The funds would be used 





to finance the completion of projects in Jebel Ali such as 

the aluminum smelter and LPG facility, and to stretch out pay- 
ments on debt previously taken on. Public estimates of Dubai's 
debt service ratio run as high as 35 percent. Increased oil 
prices, which should swell Dubai's revenues in 1979 to as much 
as $1.5 billion, will make debt service a bit easier than had 
been previously anticipated. The Emirates of Ras Al Khaimah 
and Sharjah remain over-extended with little prospect of 
raising much additional money unless Abu Dhabi or the federal 
government undertakes to guarantee the loans. 


The UAE continues to boost its import level, to provide con- 
sumer goods to a small but growing population, and to com- 
plete major construction projects underway. Imports, 

measured on CIF basis, reached about $5.3 billion in 1978 

and will likely rise by another 10 percent in 1979. The U.S. 
share of the market has fallen off from a peak of about 16 
percent in 1974 to between 10-11 percent today. The decline 
is due in part to a lessening of imports of heavy construction 
and transportation equipment, an area in which the U.S. has 
traditionally done well, as well as the impact of recent U.S. 
legislation related to taxation of Americans living abroad, 
anti-boycott legislation, and uncertainties over implementation 
of regulations of the Corrupt Practices Act. Japan and the 
United Kingdom remain the UAE's most important suppliers, 

with market shares of about 19 and 17 percent, respectively. 


Implications for U.S. Business 


With most of the problems created by the financial crisis of 
1977 clearly behind it, the UAE is an attractive medium-sized 
market for U.S. goods and services. With large oil reserves 
and fairly ample financial assets, the country promises to 

be a good market for many years to come. The political events 
in the region, as well as the change of the federal govern- 
ment, have not shaken basic confidence which local firms have 
in the country's future. Although clearly in a more sober 
mood after the excesses of the oil boom days, most importers 
are eager to find new sources of supply. This is particu- 
larly true because the UAE, in most areas, is a price- 
competitive market. Local importers are aware that recent 
international monetary conditions have given U.S. goods an 
edge in many areas over similar Japanese and European products. 


The anticipated increased orders for oil field equipment and 
capital goods, described earlier, provide the most significant 
opportunity for U.S. companies. Although Petroleum Minister 
Utayba announced early this year the outline of a massive 
industrialization program valued at $20 billion based on 





petrochemicals and down-stream activities, the most tangible 
opportunities are with projects already underway. Another 
area offering the prospect of good sales is the telecommunica- 
tions industry. Emirtel, the national communications company, 
is beginning a substantial investment program designed to 
double the number of lines by 1982-83. While there is doubt 
that such a substantial expansion will be fully needed, the 
company will certainly want to complete a considerable expan- 
sion. The Abu Dhabi National Oil Company also plans to 
acquire communications equipment both for internal use and 

at Ruwais, site of a new industrial city. Equipment should 
include lines, instruments, switch gear and new exchanges. 

The U.S. Department of Commerce is sponsoring a telecommuni- 
cations trade mission in October 1979 to the UAE, Oman, and 
Jordan to introduce U.S. firms to the market in these countries. 


The decline in the value of the dollar has also made U.S. 
consumer goods, especially food products, competitive in the 
UAE market. During a trade mission in May 1979, sponsored 
by the U.S. Department of Agriculture, importers showed con- 
siderable interest in U.S. frozen and canned foods, meat 
products, especially poultry, and fruit juices. A few local 
companies in Abu Dhabi and Dubai have identified water sports 
equipment, boats and boating gear as another potentially good 
market for U.S. companies. In the consumer goods field, con- 
Siderable interest has been expressed in franchising opera- 
tions, especially fast food and automotive outlets. The 
Department of Commerce is organizing a trade mission of 
specialists in the franchising field which will visit the 

UAE and other Gulf States in December to help U.S. firms 

take advantage of these business opportunities. 
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